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EDITORIAL DEPARTMENT NOTE 


No phase of federal income taxation in several years has been of so 
much interest to the industrial accountant as the subject of depreciation 
allowances under Treasury Decision 4422. At the present time the pre- 
vailing attitude toward the ruling is one of uncertainty. To what extent 
can it and will it be enforced? How are certain of the provisions to be 
interpreted? Are detailed plavt records necessary under the new ruling? 
What will be the effect of this Decision on the deductibility of losses aris- 
ing from the sale, exchange or other disposition of capital assets? Should 
the taxpayer wait until he is required to prepare the schedules or should 
he anticipate this call? These and many other questions indicate the un- 
certainty occasioned by this Decision. 

Complete answers to all of these questions are not yet available, but it 
is possible at this time to give a good statement of the intent of the De- 
cision, the probable interpretation which will be put on various provisions, 
and to indicate the attitude which the taxpayer will find it most desirable 
to take toward this new ruling. It is with the idea of providing this in- 
ae that two articles on T. D. 4422 are being presented in this 

ulletin. 

D. W. Martin, the author of our first article, is well qualified to speak 
on the subject, having been a member of the committee which drafted 
T. D. 4422 and also a member of the committee which prepared the subse- 
quent instructions in regard to its administration. Mr. Martin is a graduate 
of the University of Minnesota, and has been with the Bureau of Internal 
Revenue, in the Valuation Division, for the last fourteen years. The first 
ten years of this period he served in the capacity of valuation engineer, 
advancing four years ago to the position of Chief of Section. Mr. Martin 
gave his address before our Kansas City Chapter and has kindly consented 
to its publication in our Bulletin. 

The second paper is from the viewpoint of the taxpayer. The author, 
Virgil P. Ettinger, was from 1919 to 1923 editor of the Prentice-Hall Tax 
Service. During the five years from 10921 to 1926 he lectured on federal 
income taxation at New York University. Since 1923 he has conducted 
his own practise as a tax consultant in New York City, specializing in 
income and inheritance taxes. His address, given before the Brooklyn 
a ow should be most helpful to all who need assistance in understanding 


Following these two articles we are presenting a set of instructions on 
the preparation of schedules under T. D. 4422 prepared by a large account- 
ing firm for the guidance of its staff. This is followed by Article 205 
of Regulations 77 as amended by T. D. 4422, showing the wording of this 
article before and after amendment. Mi ph 4170 and the suggested 
depreciation schedule (with instructions) which accompanies it, complete 
the supplementary material. 
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THE DEPRECIATION POLICY OF THE BUREAU OF 
INTERNAL REVENUE UNDER T. D. 4422 


By D. W. Martin, Section Chief, Valuation Division, 
Bureau of Internal Revenue, Washington, D. C. 


[* THE administration of the Income Tax Law, the Bureau of 

Internal Revenue during and immediately after the war years 
was confronted with the audit of a vast number of income tax re- 
turns, and the solving of numerous legal and technical problems in 
connection therewith. There was not the time nor the personnel 
available for any intensive development of some of these technical 
problems such as the principles and practices pertaining to depre- 
ciation. Also the industrial expansion during and following the 
World War resulted in a tremendous increase in plant facilities, 
much of which was of new design and the lives of which were 
subject to considerable doubt. It was during this period that the 
procedure of allowing approximately similar rates of depreciation 
for all like facilities of the same industry came into practice. To 
insure the allowance of deductions for depreciation, which would 
not exceed the total cost of the assets, the practice of eliminating 
assets fully depreciated was adopted even though the assets were 
still in use and had at the time a considerable remaining service- 
able life. This action contemplated the allowance of a loss on 
those items retired from service before the remaining assets be- 
came fully depreciated. 

Now the primary object of the depreciation deduction as au- 
thorized under the Income Tax Law is to spread in a reasonable 
manner the cost of the depreciable property over its useful life. In 
order to ascertain whether or not the requirements of law were 
being accomplished by the procedure in use, studies have been made 
by the Bureau during the last several years. These studies made 
it evident that the procedure heretofore in effect has not wholly 
complied with the regulations and indicated that many taxpayers 
were being allowed excessive depreciation deductions, This situa- 
tion at the same time became evident to a sub-committee of the 
Ways and Means Committee of the House of Representatives, cul- 
minating in a proposal by that committee to make an arbitrary 
reduction of 25% in all depreciation allowances for the ensuing 
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three years. However, because of the studies made by the Bureau, 
the Secretary of the Treasury was able to convince the committee 
that by change of policy in the Bureau, approximately the same 
result in the reduction of depreciation deductions could be obtained 
by administrative means and with fairness to all concerned. 

In the studies undertaken by the Bureau, it not only developed 
that depreciation deductions had in many cases been excessive, but 
the reason for this condition was disclosed and means of correcting 
it developed. The result of this study was embodied in Treasury 
Decision 4422 and the Commissioner’s Mimeograph R. A. 714, 
which now form the basis for the determination of depreciation 
deductions for future income tax returns and all income tax re- 
turns now still open. 

Before preparing the data requested in any case, this Mimeo- 
graph should be carefully studied, since in it will be found the 
answer to many of the questions which are bound to arise in con- 
nection with the requirements of Treasury Decision 4422. An 
examination of the Mimeograph will indicate, for example, that 
no taxpayer is required to furnish further data in connection with 
depreciation deductions, unless officially requested to do so by an 
agent of the Bureau. Revenue agents and other examining officers 
are instructed to review each case to insure the necessity of sched- 
ules before requesting their preparation. Officials of the Bureau 
have been especially cautioned to observe the following instruc- 
tions contained in the Mimeograph: 


If, upon the review of the return of any taxpayer, it is apparent that 
the deduction claimed for depreciation is a very minor factor in determining 
net income, or that the facts indicate conclusively that the deduction claimed 
in the return is not in excess of the correct amount, or where it is clearly 
evident that no taxable income will be developed, the schedules need not 
be furnished for such year. 


Likewise, it will be found if the data filed in connection with 
prior year returns meet the present requirements, it will not be 
necessary to duplicate that information. 

It should be evident, therefore, that taxpayers, who have taken 
for all years clearly reasonable depreciation deductions, will not 
have to prepare schedules to comply with Treasury Decision 4422, 
and other taxpayers will not have to duplicate information already 
on file. For those taxpayers, who are required to file schedules, 
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instructions are given for their preparation and in connection with 
the form of schedule to be used, the following statement appearing 
in the Mimeograph is important to those of you called upon to 
prepare them: 

The accompanying form of schedule has been prepared for use in com- 
piling the information required, and while it is believed applicable to most 
cases, any form that will clearly set forth the information required may be 
used in order to substantiate the cost or other basis of the property and 
the depreciation claimed. 

The preparation of the information called for in this schedule 
will furnish a picture of the past history of the asset and deprecia- 
tion reserve accounts as previously determined for income tax 
purposes, or in other words, an analysis of the costs and reserves 
with respect to the depreciable property and the schedule that will 
best give this picture is the one to use. In most instances, the 
basic data requires only four columns to include charges and credits 
to the asset account with the same for the depreciation reserve ac- 
count. The remaining columns are devoted to totals or rearrange- 
ments to facilitate the computation under certain methods for 
computing depreciation. If the taxpayer has no decided choice 
in the matter of schedules, it is believed desirable that the one 
accompanying the Mimeograph be conformed to. 

After the schedule has been prepared, the instructions contained 
in the Mimeograph are to be followed. These instructions are: 

If, upon examination and verification of the schedule, it is found that 
the cost or other basis of any depreciable property has been fully recovered 
though the property is still in use or where the reserve as provided is 
higher than is justified by the actual physical condition of the property, it 
will be presumed that the depreciation rates allowed in the past have been 
excessive. After careful consideration of the information filed in accordance 
with the requirements of this Mimeograph, the examining officer should 


follow the provisions of this Mimeograph and of Treasury Decision 4422 
in determining rates of depreciation for the years under consideration. 


It is at this point in the procedure where most controversies will 
start. It is, therefore, considered desirable to give an explanation 
of the theories and fundamental considerations that underlie the 
new procedure. 

The theory on which this new depreciation policy of the Bureau 
is based is simple. It is proposed in each case to spread the unre- 
covered cost of any depreciable property over its remaining life. 
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That in effect means that in the future the rate of depreciation for 
each tax case must be correctly determined. 

The basis for the new depreciation policy of the Bureau of In- 
ternal Revenue rests upon three fundamental considerations: 


1. That rates of depreciation to spread the cost of property 
over its useful life can be determined with reasonable ac- 
curacy. 

2. When the depreciation rate for any account is correctly de- 
termined on an average basis, there are no losses on ordi- 
nary retirements, and the elimination of fully depreciated 
assets is ordinarily not necessary, if the cost of normal re- 
tirements is credited to the asset account and charged to the 
depreciation reserve. 

3. If losses on normal retirements are allowed, the rate of de- 
preciation must be based on the life of the longest lived asset 
in the account, in order to spread the depreciation allowance 
over the life of the assets. 


In regard to the accurate determination of depreciation rates, 
any company which has adequate records of the retirements of 
property over a period of years can by a scientifically correct 
method determine the average life of such property in the same 
manner as in the determination of the average life of human beings, 
and with a similar degree of accuracy. It is the scientific method 
of the insurance companies applied to physical assets. The in- 
formation necessary to make this computation for any account is: 


1. Cost of additions by years. 
2. Retirements identified by year of installation and year of 


retirement. 


In an account containing a large number of similar items, the 
cost basis can be disregarded and the computation made by number 
of items instead of cost. In this instance the number of items 
installed each year is necessary and also the number retired each 
year identified as to date of installation. At the present time, the 
number of companies which can compile this information is rather 
limited and is probably mostly confined to the public utilities, but 
any company, which in the future desires to know accurately its 
rate of depreciation, can easily keep the records required. 
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However, it is not necessary to have all of the detailed informa- 
tion set forth above to obtain a reasonably correct idea of the 
proper rate of depreciation. Any concern which has been in ex- 
istence for ten to twenty years and has maintained sufficient rec- 
ords to comply wtih the Income Tax Law has the facilities for 
determining fairly accurately the service life of most of its physical 
property, under the accounting practices used by that particular 
concern. The manner of accounting is particularly important be- 
cause the handling of certain accounts relating to depreciation, such 
as repairs, replacements, salvage, etc., have an effect upon the rate 
of depreciation. This, of course, is not only a matter of account 
ing. The policy of the management regarding the replacement or 
repairing of worn out equipment is the primary consideration, 
but this policy too is reflected in the accounts, 

For those companies which have not been in existence long 
enough to determine the rate of depreciation based upon their own 
experience, it will be necessary to use the information compiled 
from the records of similar concerns, which have been in opera- 
tion for a longer period. 

The second proposition, that losses on the normal retirement 
of assets are not necessary under the average rate method of 
depreciation is not ordinarily apparent, especially to those familiar 
with the past practice of the Bureau. A simple illustration will 
perhaps better illustrate this principle: If there are two assets in 
an account, one having a life of four years, the other six years, 
the average life of the two assets is five years. If, therefore, a 
depreciation rate of 20% is applied to that account during the six 
years of its useful life, there will be a full recovery of cost over 
the life of the property. To reduce to figures, if each asset cost 
$100, the asset account would contain $200 for the first four years 
and $100 for the last two years, after the retirement of the four- 
year asset. The depreciation deduction would be $40 for each of 
the four years and $20 for each of the last two years, a total of 
$200. Therefore, there would be no loss computation involved, 
nor would there be any elimination for fully depreciated assets. 
This same principle applies no matter how large the number of 
assets contained in any account. The determination of the rate of 
depreciation may be more complex, but the principle remains the 
same. 
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The checks upon the proper functioning of this system are two- 
fold. One is a periodical physical inventory of the property, to- 
gether with its cost and expired life record. This method is only 
necessary in occasional cases where records are lacking. The other 
check is the percentage relationship of the depreciation reserve to 
the cost of the property. This is the measure that will be most 
easily available and more often used. It has been developed that 
in property whose useful life is dependent only on wear and tear 
and normal obsolescence, there is a definite percentage relationship 
at any period of its life between the depreciation reserve and the 
property account. This percentage can be definitely determined, 
if the following information is available: 


Rate of growth of the property account. 

Rate of depreciation. 

Rate of retirements. 

Percentage recovery of salvage, if salvage is credited to de- 
preciation reserve. 


FO ND & 


However, in actual practice, the approximate percentage can be 
determined when having only the rate of growth of plant account 
and rate of depreciation. 

Treasury Decision 4422 taken literally expresses the entire prob- 
lem as the recovery of the balance which has not already been de- 
preciated over its remaining life. Thus in one statement is given 
the basis and the check. This rule can be easily followed in simple 
cases, but in a large company with a diversity of assets, the simple 
rule becomes too complex and is bogged down by the mere weight 
of the details involved. The reserve index offers a simple and 
adequate solution in such cases. 

The question of losses on retirements of property is nearly 
always controversial and usually involves much accounting detail. 
It is considered, therefore, that the average rate method which 
eliminates losses, by charging the full cost less salvage of the re- 
tired asset to the reserve is a step in simplification. However, 
for taxpayers who desire to carry their accounts by items or classi- 
fications, losses on the retirement of each asset may be taken if 
the rate of depreciation is based on the maximum life of the assets 
involved. In the simple illustration given of two assets, one having 
a four-year life and the other a six-year life, the maximum life 
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would, of course, be six years and the rate, therefore, 16 2/3%. 
The retirement of one of the assets at four years would, therefore, 
call for a loss on its retirement. 

While in simple illustrations the results from any method need- 
ing adjustments appear irregular, in a large group the irregulari- 
ties disappear and either the average rate or the maximum life tend 
to give a reasonable deduction over the life of the assets. The 
average rate method, however, if properly determined, gives the 
correct annual deduction, is easier to account for and is believed 
therefore, more acceptable to most taxpayers. 

The normal retirements referred to so far in this paper are re- 
tirements due to wear and tear and normal obsolescence. The 
Revenue Act together with the appropriate Regulations provide for 
the computation of a profit or loss in the case of casualty or sale 
and also allows a deduction for obsolescence. Normal obsolescence 
should be provided for in the rate of depreciation whether the 
rate is based on average life or on the maximum life, but unfore- 
seen economic changes which render assets obsolete, cannot be 
predicted in the depreciation rate and must, therefore, have especial 
accounting. It is necessary, therefore, no matter what method of 
depreciation accounting is adopted, to make a profit or loss com- 
putation in the three instances mentioned, and it is the intention 
ordinarily to confine loss allowances to those three causes. 

It follows, therefore, that losses on the ordinary retirement of 
assets are not allowable in any case unless the rate of depreciation 
is based upon the maximum life and then only in item and classified 
accounts, and that losses on any method of accounting may be 
allowed in the case of casualty, sale or obsolescence other than ordi- 
nary provided such disposition is not contemplated in the deprecia- 
tion rate. 

Under the new depreciation policy, the record of assets retired 
becomes the foundation upon which to obtain the greatest accuracy, 
so that in the future this is the feature of depreciation accounting 
upon which greater stress will be laid. In view of the fact that 
under Income Tax Laws and good accounting practice, this has 
always been required, it seems only reasonable that this requirement 
should now be conscientiously followed. 

The principles of average lives involved in the new depreciation 
policy of the Bureau of Internal Revenue are the same as underlie 
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the requirements of the Interstate Commerce Commission for all 
companies under its jurisdiction and the same as prescribed by all 
State Public Service Commissions for the accounting of public 
utilities. It is believed to be a step forward in depreciation ac- 
counting and a gain in simplicity and accuracy. 


TREASURY DECISION 4422 


By Virgil P. Ettinger, 
Tax Consultant, New York City 


4 T THE time Congress was considering the Revenue Act of 
+* 1934, the Committees of Congress felt that depreciation al- 
lowances should be arbitrarily reduced 25%. The feeling in Con- 
gress was that excessive depreciation deductions had been taken 
in the past and that, because of the financial exigencies of the gov- 
ernment, Congress would be justified in arbitrarily reducing the 
deduction for depreciation to help the government financially. 
This reduction proposed by Congress, however, was not to be in 
the nature of a permanent loss to the taxpayer. The idea was 
merely to defer the deduction and allow the taxpayer to recover 
the amount disallowed in later years. A question was raised as 
to whether or not Congress had the power to disallow this deduc- 
tion. I am of the opinion that Congress would have the unques- 
tioned right to disallow all or any part of the deduction. The 
Supreme Court, in Stanton v. Baltic Mining Company, 240 U. S. 
143, had before it the question of the constitutionality of the limi- 
tation on the depletion deduction under the 1913 Act. The Court, 
in deciding the case, accepted as true the fact that the actual deple- 
tion, based on cost, was substantially in excess of the 5% limitation 
contained in the Revenue Act of 1913. The Supreme Court held 
that Congress had the power to limit the deduction. It would 
therefore appear that the Sixteenth Amendment permits Congress 
to levy a tax on gross income. A taxpayer is not entitled to deduc- 
tions as a matter of right but only as a grant from Congress. 

The Secretary of the Treasury, in a communication to the Ways 
and Means Committee stated he believed that, through a more 
strict administration of the depreciation deductions, $85,000,000 
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in taxes could be collected annually. This, of course, represents 
the disallowance of over $600,000,000 annually on account of de- 
preciation deductions. While it is true that in any given year it 
may be possible to raise $85,000,000 annually through a downward 
adjustment of rates, still, over a period of years, it is inconceivable 
how this much could be raised annually. This is based on the 
fact that a revision downward of rates merely extends the life over 
a greater number of years, and does not decrease the recoverable 
capital. However, a permanent decrease in the aggregate allow- 
able deductions for depreciation of all assets now employed can 
occur only where an improper basic value has been set up on the 
books of the taxpayer and employed in making out tax returns. 
This has not been an uncommon situation. 

T. D. 4422 was promulgated as the first step in carrying out 
the promise of the Treasury to Congress. The real extent of the 
change effected by T. D. 4422 can only be realized after a careful 
study of Mimeograph 4170, the instructions issued to carry into 
effect T. D. 4422. (See page 256.) 

The effect of the revision of the Treasury regulations, as well 
as the instructions to the revenue agents, is to actually place upon 
the taxpayer the burden of proving all of the elements entering 
into the depreciation deduction. 

The Treasury Decision applies to all years now open before 
the Treasury Department. It applies not only to those years which 
have additional taxes pending but also to those years for which any 
claims for refund are pending. The Department can refuse to 
approve the refund until the taxpayer submits adequate proof to 
sustain the deduction for depreciation. In all cases pending before 
the Board at the present time, the burden of decreasing the depre- 
ciation deduction allowed in the 60- or go-day letters is on the 
government and it is a burden that may be difficult, if not impos- 
sible, for the government to sustain, 

T. D. 4422 places a penalty on the years now open as well as 
future years for excessive depreciation taken in the past, provid- 
ing the taxpayer has consistently used the proper basic value on 
all assets in computing depreciation in prior years now closed. 

Many taxpayers are undecided as to what their attitude should 
be towards T. D. 4422. The safest, and ultimately the most eco- 
nomical, procedure is to prepare, at your earliest convenience, all 
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the data necessary under T. D. 4422 and Mim. 4170 so that your 
proper depreciation allowance can be determined. If this work 
is deferred until the Department raises the question, the taxpayer 
may be required, at the busiest season of the year, to gather to- 
gether very extensive data. Some taxpayers may take the view 
that it is impossible to furnish the data called for. However, this 
is rarely true. There are cases where it may be impossible to 
furnish the specific data required; yet, the Treasury Department, 
in such cases, will take a practical view of the situation, particu- 
larly with respect to the items of dispositions and scrap. It is well 
to avoid, if possible, litigation on questions of depreciation. If a 
taxpayer is unwilling to settle with the Department, all of the 
depreciation deductions can be disallowed. The taxpayer will then 
be forced to prove every item of cost and all of the other factors 
used in determining the deductions for depreciation. This would 
usually result in a very long and expensive trial, which it is de- 
cidedly advisable to avoid, if possible. It is also true that, in 
many cases, information that would be convincing to the Depart- 
ment may not be properly admissible evidence in Court. 

We come now to a discussion of the various facts required under 


T. D. 4422, These are: 


A. Year of acquisition of assets. 

B. Cost, or other basic value, of assets. 

C. Deduction for sales, or other dispositions, in 
prior years. 

D. Adjustments for depreciation allowed or allow- 
able. 

E. Estimated life. 


A. Year of Acquisition of Assets 


It is important to determine the year of acquisition of assets. 
In the case of a reorganization, where the gross asset account has 
been carried into the new books as well as the reserve against the 
asset, then the year to be used is the year of acquisition by the 
old company. This applies, of course, only where it is a tax-free 
reorganization and the new company is required to use the basis 
of the old company. Where the reorganization occurred in a year 
when there were no reorganization provisions, or in a manner 
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whereby the new corporation must use the fair value of the assets 
on the date of acquisition as the basic value, then the year of acqui- 
sition by the new company should be used. In the case of addi- 
tions, the year of purchase should always be used. 


B. Cost, or Other Basic Value, of Assets 


Where the assets are purchased for cash and a specific price is 
paid for each asset, the determination of cost is a simple matter. 
However, complications arise where a business is purchased for 
cash or where a company issues some of its stock in a taxable 
transaction in exchange for the business. The total price paid 
should be appropriately spread over the assets, including land, 
buildings, machinery and equipment, and goodwill. Ordinarily, 
an appraisal furnishes the best means of apportioning the cost 
where a going business, or a mixed group of assets, is acquired in 
this manner. Where assets have been acquired in a tax-free re- 
organization, the determination of cost may be somewhat difficult, 
particularly if the books of the old company have been destroyed. 
If an inventory of the machinery taken at the time of acquisition 
by the new company was made, this inventory may indicate the 
year in which the machinery was acquired by the old company as 
well as the value at which the property was carried on the books 
of the old company. On the other hand, it may show the machine 
numbers which would enable an appraisal company to determine 
the year of acquisition of the machinery of the old company assum- 
ing, of course, that the machinery acquired by the old company was 
new. To the total cost of the original assets, properly allocated, 
should be added the subsequent additions showing separately for 
each year the amount of such additions to each plant or other sub- 
division. 

C. Deduction for Sales, or Other Disposition, in Prior Years 


From the total cost, as above determined, should be deducted 
the cost of all assets sold or otherwise disposed of in prior years. 
In many cases the record of dispositions will show the year in 
which the item was disposed of but may not identify it as to the 
year when it was acquired. Under such conditions, it is reason- 
able to follow the first-in, first-out rule used by the Department 
in determining profits or losses on the sale of stocks. Under this 
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rule, if the machines are similar and the one disposed of cannot 
be identified, then it should be deemed to be the one first purchased. 

An appraisal may show the nonexistence of many assets con- 
tinued on the books. This is often the result of poor equipment 
records. In other words, the machine has been scrapped, misap- 
propriated, or is otherwise disposed of, and has not been eliminated 
on the books. In all such cases, the machinery shown in fact not 
to be in existence should be eliminated from the books. 


D. Adjustments for Depreciation Allowed or Allowable 


After making the above adjustments, you have the proper basic 
value which must then be reduced properly by depreciation allowed 
or allowable for prior years. Allowed depreciation means depre- 
ciation taken on a tax return which has been accepted by the De- 
partment, or the final allowance for depreciation if the Department 
has disputed the deduction. The allowable depreciation means the 
proper depreciation for each year, taking into consideration use, 
maintenance, repairs, replacement of parts, and all other relevant 
factors. Appraisals, properly taken, will show the total sustained 
(i.e., allowable) depreciation up to the date of the appraisal. An 
appraisal represents very excellent evidence of the sustained de- 
preciation since it usually involves an individual examination of 
the machinery. The Department requires that the allowed depre- 
ciation for each year be compared with the allowable and that the 
higher of the two be extended into a third column. The total of 
this third column is used to reduce the proper basic value, as above 
determined. The amount of this third column may be in excess 
of either the total allowed depreciation in prior years or the total 
allowable. For years prior to 1913, only the allowable deprecia- 
tion is considered since there was no allowed depreciation. Where 
the allowed is in excess of the allowable depreciation, it is possible 
the government may insist upon using the allowed if the year is 
closed, even though a loss is reported. There have been recent 
cases where, under the circumstances of a loss being reported that 
cannot be used as a net loss, and the depreciation taken on the re- 
turn being arbitrary, the Department has indicated it will permit 
the use of the allowable for the particular year, irrespective of the 
allowed. However, where a taxpayer has had the benefit of an 
excessive depreciation deduction in a given year, the admittedly 
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excessive amount must be used in reducing the recoverable capital. 
The Department holds generally that the under-depreciation of one 
year cannot be used to offset the over-depreciation of another year, 
It is advisable to file amended returns for all years still open if 
a loss was reported and not used as a net loss, provided the amount 
of depreciation taken exceeds the allowable depreciation. This 
would definitely prevent the government from employing excessive 
depreciation, taken on a return where a loss has been reported, 
from reducing the basic value to be recovered in future. 


E. Estimated Life 


The Treasury Department, in redetermining the life of the asset, 
is not establishing a new policy. It has always been the rule that 
the life of the asset could be redetermined if, at any time, it ap- 
peared that the prior estimate of life was erroneous. The unre- 
covered cost is then spread over a revised life. This rule has a 
very close analogy in depletion where, at any time, the number of 
recoverable units is substantially in excess of the estimated units 
used in prior years. The unrecovered capital subject to depletion 
is spread over the new estimate of the number of recoverable units, 
and depletion computed accordingly. 

The estimated life of any particular asset involved is to be based 
upon factors known at the end of the taxable year involved. How- 
ever, from a practical viewpoint, the government is not discussing 
the question at the end of the taxable year involved but usually 
two or more years later. The estimated life should take into con- 
sideration all known factors of obsolescence that are usually con- 
sidered in determining the useful life of.an asset. The estimated 
life is often checked by a comparison of the gross cost of the par- 
ticular group of assets involved with the accumulated reserve 
against such assets. This ratio is often used to measure the oper- 
ating efficiency. The use of this ratio is best illustrated by example, 
A machine is purchased on January 2, 1924 for $1,000, and has an 
estimated life of ten years. On January I, 1932 the accumulated 
reserve against the machine is $800. The tax return for 1932 is 
under scrutiny by the Treasury Department. With respect to 
this machine, the ratio of reserve to cost of the asset is 80%. The 
taxpayer contends that the unrecovered cost of the machine should 
be spread over the next two years. The Department will contend 
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that if there is an 80% reserve against the machinery still in use 
excessive depreciation has been charged in prior years and that 
the estimated life from January 2nd, 1932, on the basis of the 
known factors, should be at least five years. There is a further 
check, however. This question is being discussed with the govern- 
ment in 1934. At the time of discussion, it may be known that 
the machine will probably be used until the end of 1936. There- 
fore, the government has an advantage. The effect on the depre- 
ciation deduction if a five year remaining life is used, is readily 
shown by the following: $1,000 at 10% equals $100 annual de- 
preciation on the old basis. If the unrecovered cost of $200 is 
spread over five years, the deduction is only $40 per year or a 
decrease in the depreciation deduction of 60%. 

An appraisal will also be indicative of the estimated life of the 
machinery. An appraisal should show the age of the equipment 
up to the date of the appraisal, as well as the sustained deprecia- 
tion. This is a fair measuring rod for determining its future 
expected life exclusive of the factor of obsolescence. 


METHODS OF COMPUTING DEPRECIATION 


There are many methods of computing depreciation such as the 
straight-line method, declining balance method, sinking fund 
method, etc. These are well explained in a number of excellent 
books. Any of these methods consistently used will not, as a rule, 
be rejected by the Department. We are here discussing the com- 
posite rate and the unitary rate method of computing depreciation, 
A composite rate is rarely applied to a group of assets embracing 
buildings as well as machinery unless the machinery and building 
are constructed as a unit and the building must be scrapped or 
discarded when the machinery installed therein has ended its useful 
life. As a general rule, a composite rate of depreciation is used 
to cover all buildings of a taxpayer in a given location, including 
building equipment, such as elevator shafts, elevators, piping, wir- 
ing, and other integral parts of the building. A different com- 
posite rate will be used on all of the machinery in said buildings. 
Many corporations divide their machinery and equipment into life 
groups and apply a composite rate. Under this method, all ma- 
chinery may fall into the following life groups: 
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Machinery having an expected useful life of from 3 to 5 yrs. 
“ ‘“ “ “cc “ec “ “ “ “ce 
5 to 10 
“ “ec “ iii “ “e “ “ 10 to 15 “ 
“ “ Lid “ “ “ “ i I 5 to 20 “ 


“ ‘“ “- “ “ “ i 


over 20 years. 


An appropriate composite rate of depreciation will be applied to 
each group. The great majority of taxpayers use one composite 
rate covering machinery and other like equipment. The other 
general method, known as the unitary rate, can be used only where 
detailed equipment records are maintained. Where detailed equip- 
ment records are maintained, depreciation is computed separately 
on each piece of equipment. The depreciation charged on each 
piece of equipment for the year is totaled and taken as a deduc- 
tion on the tax return. The unitary system, of course, prevents 
any dispute with the Department. There is never any question as 
to when the asset was purchased or disposed of, since the individual 
record of the machine shows these facts definitely. The individual 
record will also show the amount of loss sustained on the disposi- 
tion of the equipment. 


PROFIT OR LOSS ON DISPOSITION OF ASSETS 


Whenever an asset is disposed of, either by scrap or by sale, a 
profit or loss generally results. In determining the profit or loss, 
the Revenue Act specifically provides that the cost must be ad- 
justed for depreciation allowed or allowable. As I have stated 
before, the Department holds the allowed and allowable deprecia- 
tion must be compared annually and the higher of the two used 
for all years from 1913 up to the beginning of the taxable year 
during which the disposition occurred. I believe, however, that 
the law clearly means that the total allowed should be compared 
with the total allowable and the higher of the two used to reduce 
cost or other proper basic value. 

Where a composite rate of depreciation is used, the Department 
holds that all losses must be charged against the reserve, e.g.: A 
group of machinery purchased in July, 1927, at a cost of $100,000, 
is disposed of in 1932 for $20,000. On a 10% composite rate, 
the accumulated depreciation to January 1, 1932 on this machinery 
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is $45,000. The usual entry on a transaction of this character 
would be to credit the Machinery Account with $100,000 and to 
debit the following accounts: 


Reserve for Depreciation........ $45,000 
Dt cicth cece he thesia nana’ 20,000 
PU Gk. BOO: ccc cccssveveese 35,000 


However, under the Bureau’s ruling, the $35,000 would also be 
debited to the Reserve for Depreciation, thereby reducing the ac- 
cumulated reserve and permitting deductions on the balance of 
the Machinery and Equipment over a longer number of years. 
This rule of the Bureau, however, does not always work. If, in 
the above example, the total machinery purchased during 1927 was 
$110,000, and the machinery sold represented the 1927 purchases. 
the entries insisted upon by the government would have an absurd 
result. The total accumulated reserve against the 1927 purchases 
would be $49,500. The debit to the Reserve Account of $45,000 
and $35,000 would leave a net debit balance of $30,500. This 
debit balance in the reserve exceeds the balance in the machinery 
account covering the 1927 purchases, which is only $10,000. In 
a case of this character, the Department will, of necessity, permit 
the deduction of the loss on the dispositions. In general, the De- 
partment will permit the deduction of a loss on dispositions where 
the composite rate is used, if the entire group of machinery, or 
a major portion of the group, to which the composite rate is ap- 
plied, which may be a department or an entire plant, has been sold 
or otherwise disposed of. On the other, hand, where an asset is 
sold and a profit realized (computed by reducing the cost of the 
composite rate of depreciation) the Department holds such profit 
is taxable. The Bureau’s position is predicated upon the fact 
that a composite rate embraces both short-life and long-life assets, 
i.e., a 10% composite rate will cover assets having an estimated 
life, in most cases, of from five to fifteen years. The Depart- 
ment argues that the loss is usually sustained on assets having a 
short life and that this is taken into consideration in using the 
composite rate. However, that same rule would also apply where 
assets are sold at a profit and a composite rate has been used. It 
would seem that if losses should be debited to the reserve for de- 
preciation, profits should be credited there, on the theory that 
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when a long lived asset is sold the actual depreciation on which is, 
let us assume, 7%, and the composite rate is 10%, the differential 
is taken into consideration in using the composite rate. It is the 
writer’s opinion that the Bureau will be unable to sustain its posi- 
tion in any case where a composite rate is used on a given group 
of assets and dispositions within a given taxable year result in 
both profit and loss on the basis of reducing the cost by the com- 
posite rate. In other words, either the loss should be deductible 
and the profit taxable, or the loss should be debited to the reserve 
and the profits credited to the reserve. The one stumbling block 
the Bureau will have to contend with is that for years, as a matter 
of administrative practice, losses have been allowed as deductions 
where composite rates have been used and profits have been taxed. 
This seems to be a more logical plan. 

It must be borne in mind that, although on a disposal of assets 
a loss may be sustained, such loss may not be deductible. The 
Revenue Act of 1934 prohibits the deduction of losses on the sale 
of capital assets. Assets of the character on which depreciation 
is taken by a taxpayer are capital assets within the definition of 
that term, as used in the Revenue Act of 1934. Therefore, losses 
on the sale or exchange of such assets are deductible only to the 
extent of profits from the sale of capital assets. It is therefore 
advisable that a taxpayer, for 1934 and subsequent years, be sure 
that the depreciation allowance is adequate. Furthermore, where 
an asset is disposed of during the year and a loss results, depre- 
ciation should be deducted on such asset from the first of the 
year up to the date of disposition since this will decrease the loss 
that may not be deductible, whereas the depreciation would con- 
stitute an allowable deduction. The non-deductibility of capital 
losses under the Revenue Act of 1934 may also furnish another 
reason why the Bureau’s present attitude, providing for the charg- 
ing of losses against the depreciation reserve where a composite 
rate is used may be reversed. The effect of such ruling is to allow 
ultimately the deduction of capital losses, the deduction of which 
the law specifically prohibits. It is well settled that the govern- 
ment, by administrative ruling, cannot change or alter the meaning 
of a law. 

In many cases it may be more advantageous to abandon assets 
than to sell or otherwise dispose of them. Under the regulations, 
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losses on abandonment are not deemed losses from the sale or 
other disposition of capital assets and would, therefore, constitute 
a deduction. This would be particularly beneficial in the case of 
an individual in the higher brackets. If the loss on abandonment 
of an asset is $10,000 and such asset could be sold for $500, it is 
obvious that abandonment would be more profitable than sale. 
A loss of $10,000 on a corporate return will effect a deduction 
in federal tax liability of $1,375. On an individual return it can 
effect a reduction in tax liability of as much as $6,300 in the 
highest bracket of income. In such cases it would be more profit- 
able to abandon the asset than to sell it for $500. 

There are many general questions involved with respect to 
T. D. 4422. One question is whether or not the administration, 
in future years, will be consistent with the present plans. The 
Department does not deem itself bound in the future by any 
action it takes at the present. In other words, at some time in 
the future, it is possible the government may revert to the former 
methods of computing depreciation with the result that the tax- 
payer may suffer. On the other hand, the present Treasury De- 
cision may prove very beneficial to taxpayers. It will be particu- 
larly beneficial to those taxpayers who sustained losses for some 
of the recent years. A taxpayer’s return for 1931 may have a 
taxable income. In the audit thereof, the Bureau, under T. D. 
4422, may disallow a substantial amount of the depreciation taken. 
The effect, however, of the government’s disallowance, may be 
to disallow a somewhat similar amount for 1932, 1933 and 1934. 
If, in these years, the taxpayer had a loss, the effect of the dis- 
allowance will be to defer into the future, deductions which are 
of no benefit in these years. There are many cases where the 
above result will actually occur and the benefits to the taxpayer 
may be very substantial, particularly in view of the fact that the 
rates of taxes, in the future, will probably be higher, particularly 
on corporations, than such rates have been in the past several years. 

In many instances, there may be a conflict between the N.R.A. 
code depreciation rates and the depreciation rates required by the 
Bureau. The Bureau does not care what rate of depreciation is 
employed for code purposes. It may be necessary to maintain 
separate records to comply with the requirements of the different 
divisions of our government. 
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Many corporations, in computing costs, employ depreciation 
rates based on reproductive values. However, this does not affect 
the government. Where this is done for the purpose of determi- 
ning the proper costs, an additional record will have to be kept 
for the government showing the actual proper basic values as well 
as the proper depreciation on such basic values, 


INSTRUCTIONS FOR THE PREPARATION OF DE- 
PRECIATION SCHEDULES UNDER T. D. 4422 


Issued by a Large Accounting Firm for the Use of Its Staff 


Col. (1) Do not go back further than latest year whose addi- 
tions would be fully depreciated by depreciation rate 
now in effect. For example—if you are preparing the 
schedule for the year 1932 and have been using a 10% 
rate, start this column with gross assets balance 12/ 
31/22. 

Col. (2) See above. This column is for each year’s additions 
and is not cumulative. 

Col. (3) Deductions for cost of items sold or otherwise disposed 
of, including full depreciated assets, in all years prior 
to current year. This column is cumulative for each 
year and amounts should be applied against the year’s 
additions to which they belong. 

For example—if two items costing $1,000 each were 
bought in 1923 and one was sold in 1927 and the other 
in 1929, the total of $2,000 should be entered in Col. 
(3) opposite the year 1923 preferably by bracketing the 
individual items and showing in parentheses opposite 
each item the year of sale or other disposition. 

Col. (4) Col. (2) less Col. (3). 

Col. (5) The amount in this column opposite a particular year’s 
addition should be the cumulative depreciation on that 
year’s addition at the rate (or rates) allowed for Fed- 
eral tax purposes up to the beginning of the year for 
which the schedule is being prepared. 

Be sure to observe whether depreciation is taken on 
balance at beginning of year or on such balance plus 
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Col. 


Col. 


Col. 
Col. 


Col 
Col 
Col 
Col 


Col 


(6) 


(7) 


(8) 
(9) 


. (10) 


. (11) 
. (12) 


. (14) 


additions for the year at one-half the depreciation rate. 

The effect of sales or other dispositions will have to 
be taken into consideration. 

If no depreciation, or only nominal amount, has been 
taken in any year depreciation allowable should be used. 
Same remarks as for Col. (3) apply as this column is 
for accumulated depreciation on assets sold or other- 
wise disposed of in prior years. 

Col. (5) minus Col. (6). Total of Col. (7) should 
equal Depreciation Reserve at beginning of year for 
which schedule is being prepared. Any difference 
from books of account must be explained. 

Col. (4) minus Col. (7). 

In ordinary case this will be remaining life based upon 
depreciation rate in effect which has been accepted by 
Treasury Department. 

The Department requires that taxpayers show in 
separate statement how remaining life has been de- 
termined. 

Same remarks as Col. (3). Applicable only to cost 
of items sold or otherwise disposed of during current 
year. 

Col. (4) minus Col. (10). 

Based upon extinguishing undepreciated cost in Col. 
(8) over estimated remaining life in Col. (9). 


. (13) Same remarks as for Col. (6) applicable only to charges 


to Depreciation Reserve during current year. 

Col. (7) plus Col. (12) minus Col. (13). 

On each schedule should appear an affidavit as follows: 
I have examined the foregoing schedule and certify 

that it is correct to the best of my knowledge and belief. 


A. B. C. CORPORATION 
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METHODS AND RATES OF COMPUTING 
DEPRECIATION* 

Reg. 77, Art. 205 (As amended by T.D. 4422, February 28, 
1934). 

METHOD OF COMPUTING DEPRECIATION ALLOW- 
ANCE.—The capital sum to be (replaced should) recovered shall 
be charged off over the useful life of the property, either in equal 
annual installments or in accordance with any other recognized 
trade practice, such as an apportionment of the capital sum over 
units of production, Whatever plan or method of apportionment 
is adopted must be reasonable and must have due regard to oper- 
ating conditions during the taxable period. (While the burden of 
proof must rest upon the taxpayer to sustain the deduction taken 
by him, such deductions will not be disallowed unless shown by 
clear and convincing evidence to be unreasonable). The reason- 
ableness of any claim for depreciation shall be determined upon 
the condition known to exist at the end of the period for which the 
return is made. (If it develops that the useful life of the property 
will be longer or shorter than the useful life as originally estimated 
under all the then known facts, the portion of the cost or other basis 
of the property not already provided for through depreciation al- 
lowable determined in accordance with the useful life of the prop- 
erty as originally estimated, should be spread over the remaining 
useful life of the property as reestimated in the light of the subse- 
quent facts, and depreciation deductions taken accordingly.) 
Where the cost or other basis of the property has been recovered 
through depreciation or other allowances no further deduction for 
depreciation shall be allowed. The deduction for depreciation in 
respect of any depreciable property for any taxable year shall be 
limited to such ratable amount as may reasonably be considered 
necessary to recover during the remaining useful life of the prop- 
erty the unrecovered cost or other basis. The burden of proof will 
rest upon the taxpayer to sustain the deduction claimed. Therefore, 
taxpayers must furnish full and complete information with respect 
to the cost or other basis of the assets in respect of which deprecia- 
tion is claimed, their age, condition and remaining useful life, the 
portion of their cost or other basis which has been recovered 
through depreciation allowances for prior taxable years, and such 
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other information as the Commissioner may require in substantia- 
tion of the deductions claimed. 

* New matter appears in underline; matter stricken out is en- 
closed in brackets ( ). 


MIMEOGRAPH 4170 
Information Necessary in Support of Depreciation Deductions 


CoLLEcToRS OF INTERNAL REVENUE, 

INTERNAL REVENUE AGENTS IN CHARGE, 

AND OTHERS CONCERNED: 

Treasury Decision 4422, approved February 28, 1934, provides 
that taxpayers claiming deductions from gross income for depre- 
ciation must furnish full and complete information regarding (1) 
the cost or other basis of assets for which depreciation is claimed, 
(2) the age, condition and remaining useful life of the assets, (3) 
the portion of the cost or other basis which has been recovered 
through depreciation allowances for prior taxable years and (4) 
such other information as may be required to establish the correct- 
ness of the deduction claimed or to determine the amount of the 
deduction properly allowable. 

The deduction for depreciation in respect of any depreciable 
property for any taxable year is limited by Treasury Decision 4422 
to such ratable amount as may reasonably be considered necessary 
to recover during the remaining useful life of the property the un- 
recovered cost or other basis, under the applicable law and regula- 
tions. A taxpayer is not permitted under the law to take advantage 
in later years of his prior failure to take any depreciation allowance 
or of his action in taking an allowance plainly inadequate under the 
known facts in prior years. 

The information above referred to has been required under pre- 
vious regulations but in many instances it has either not been fur- 
nished or has been prepared for the taxpayer by the examining 
officer. One of the principal purposes of Treasury Decision 4422 
is to place the burden of proof of the correctness of deductions 
claimed for depreciation squarely upon the taxpayer, and to require 
that all schedules and other data deemed necessary shall be pre- 
pared by the taxpayer and not by the examining officer, 

In cases where the required information has not been furnished 
the revenue agent or other examining officer should advise the tax- 
payer with respect to the schedule and supporting information 
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which must be prepared. If upon the review of the return of any 
taxpayer it is apparent that the deduction claimed for depreciation 
is a very minor factor in determining net income, or that the facts 
indicate conclusively that the deduction claimed in the return is not 
in excess of the correct amount, or where it is clearly evident that 
no taxable income will be developed, the schedules need not be fur- 
nished for such year. In all other cases the information required by 
Treasury Decision 4422 and by this mimeograph must be furnished 
and after verification by the examining officer should be made a 
part of his report. 

Where it is claimed by a taxpayer that the information neces- 
sary for the proper determination of the allowable depreciation has 
been previously prepared and filed in connection with prior income 
tax returns, the examining officer must satisfy himself that the in- 
formation on file is in accordance with the requirements of this 
mimeograph, and an affirmative statement to that effect must be 
made in his report. 


Depreciation Schedule 


The accompanying form of schedule has been prepared for use 
in compiling the information required, and while it is believed ap- 
plicable to most cases, any form that will clearly set forth the in- 
formation required may be used in order to substantiate the cost 
or other basis of the property and the depreciation claimed. With 
respect to property acquired prior to March 1, 1913, property ac- 
quired by gift or transfer in trust, property transmitted at death, 
property acquired upon an exchange, property acquired in a reor- 
ganization after December 31, 1917, property acquired after De- 
cember 31, 1920, by a corporation in exchange for its stock where 
immediately after the transfer the transferor of the property is in 
control of the corporation, property acquired by an involuntary 
conversion, and property acquired during affiliation, and certain 
other special cases, the statutes prescribe certain limitations with 
which compliance must be made. If in any case, therefore, depre- 
ciable assets have been included in the property account on any 
basis other than the actual cost of property acquired for cash, the 
taxpayer must furnish the information and evidence necessary to 
establish definitely the correctness of the basis claimed. 

In preparing the schedules the original cost or other basis of the 
property and gross additions by years must be set forth separately. 
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The schedule for each class of assets must likewise clearly reflect 
all adjustments to the property accounts which have been or should 
have been made in prior years as a result of the elimination of as- 
sets fully depreciated, the sale, abandonment or retirement of as- 
sets, or for any other reason. The adjusted property account as 
shown in the schedule should be reconciled with the property ac- 
count as reflected on the books of the taxpayer. 

If the segregation of property accounts in the past has not been 
sufficiently detailed to afford a reasonable basis for the determina- 
tion of the depreciation deduction, the cost or other basis should be 
segregated into groups of accounts containing similar assets hav- 
ing approximately the same average lives, to serve as a basis for 
depreciation deductions for current and future years. If, however, 
a taxpayer for its own purpose keeps a record of each individual 
item or classifies its accounts into a large number of different 
groups, the data required by this mimeograph should be sum- 
marized in such form as will present an accurate statement of each 
distinctly different class of depreciable assets and of the reserve 
that has been accrued against each class to date for income tax 
purposes. The examining officer should verify the correctness of 
these summarized schedules from the taxpayer’s records, but the 
inclusion in the schedule of a voluminous mass of detail is not ordi- 
narily necessary. 

1n computing the reserve for depreciation, credits to the reserve 
on account of depreciation shall be in the amount allowable for each 
year except for such closed years for which a greater amount has 
been allowed, in which case the total amount allowed shall be 
credited to the reserve. If for income tax accounting other credits 
such as salvage value have been added to the reserve, these should 
be set forth separately with an explanation of such credits. 
Charges to the reserve that have not been recovered as expense 
or otherwise in closing prior income tax returns should be set up 
separately in the schedule. These charges, in addition to the cost 
of property retired, may be such items as repairs, renewals, fully 
depreciated assets, etc., all of which should be identified with an 
explanation respecting any unusual charges. 


Depreciaton Determination for Year Under Consideration 


If, upon examination and verification of the schedule, it is found 
that the cost or other basis of any depreciable property has been 
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fully recovered though the property is still in use or where the re- 
serve as provided is higher than is justified by the actual physical 
condition of the property, it will be presumed that the depreciation 
rates allowed in the past have been excessive. After careful con- 
sideration of the information filed in accordance with the require- 
ments of this mimeograph the examining officer should follow the 
provisions of this mimeograph and of Treasury Decision 4422 in 
determining rates of depreciation for the years under consideration. 


Retirement of Assets 


Where an account contains more than one item it will be pre- 
sumed that the rate of depreciation is based upon the average lives 
of such assets. Losses claimed on the normal retirement of assets 
in such an account are not allowable, inasmuch as the use of an 
average rate contemplates the normal retirement of assets both be- 
fore and after the average life has been reached and there is, 
therefore, no possibility of ascertaining any actual loss under such 
circumstances until all assets contained in the account have been 
retired. In order to account properly for such retirements the 
entire cost of assets retired, adjusted for salvage, will be charged 
to the depreciation reserve account, which will enable the full cost 
or other basis of the property to be recovered. Where the taxpayer 
by clear and convincing evidence shows that assets are disposed of 
before the expiration of the normal expected life thereof, as for 
example, because of casualty, obsolescence other than normal, or 
sale, losses on the retirement of such assets may be allowed but only 
where it is clearly evident that such disposition was not contem- 
plated in the rate of depreciation. In single item accounts or in 
classified accounts where it is the consistent practice of the tax- 
payer to base the rate of depreciation on the expected life of the 
longest lived asset contained in the account, the loss upon the re- 
tirement of an asset is allowable. 


Retroactive Provision 
The procedure outlined in this mimeograph shall be followed in 
all cases and prior instructions to the contrary are hereby revoked. 


Guy T. HELvERING, 
Commissioner. 
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SUGGESTED DEPRECIATION SCHEDULE 


Account 





Mame and Address of Taxpayer 


. r 5 
Adjusted Cost Credits te 
Beg inn ing Deprec iat ion 
Reserve, Prior 
Years (Depreciation 
Allowed or 
Allowable) 
























Original Estimated Useful Lite tears 
6 oll a Q 10 
| Charges to Balance Remaining Deductions 
| Depreciation Depreciation Beginning of Bst imated for Sales eni 
Reserve, Prior erve Beginning Year, Col. 4 Remaining other Dispositions 
Years ( of Year less Col. 7 Life Curront Year 
for Other Than 
Retirements 
or Sales to be 

















_——O————— 

1 22. 13. : 14 ' 
Adjasted Cost Depreciation Charges to Net Depreciation 
End of Current Clained for Depreciat ion Reserve End 

Year. Col. 4 Current Year Reserve, Current of 
Current Year 


less Col. 10 


“Year. (See note 
Col. 6) 





















ear er 
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Col. 2. 


Col. 8. 


Col. 9. 





Do all costs reported in Column 2 represent actual cash 
expenditures by the taxpayer? To be certified to on 
the schedule. 


If any of the amounts do not represent cash expendi- 
tures by the taxpayer, a supplemental statement should 
be prepared indicating the amount thereof, how it was 
determined with the description of the character and 
condition of the assets, and the basis used in allocating 
the amounts to asset accounts. 


Col. 3-5-6-10-12-13—Where the manner of accounting would 


require, show opposite the year installed, all retirements 
and reserve entries. 


Show cost remaining to be recovered of assets remain- 
ing in use at beginning of year. Depreciation allowable 
for subsequent years is limited to amounts necessary 
tu recover remaining cost during remaining serviceable 
life. If cost remaining to be recovered is no greater 
than salvage value, no further depreciation is allowable. 


Show basis in separate statement as to how determined. 


After the complete information required by this 
schedule has once been filed, schedules for subsequent 
years may omit Columns 3-5 and 6, and Column 2, 
except for current year additions. 


In the case of those corporations for which the asset 
and depreciation reserve accounts have been kept in a 
cumulative or composite manner (such as public utility 
companies) the information required will be limited to 
the data called for in Cols. 1, 2, 3, 5, 6, 11 and 14, 
together with a separate statement giving the informa- 
tion called for in Col. 9. Current year entries to be 
included in Cols. 3-5-6. Succeeding years’ schedules 
will be extensions for the current year of the columns 
already submitted. 


In every case, the figures indicated on this schedule 
must be reconciled with the taxpayer’s books. 
INSTRUCTIONS TO ACCOMPANY SUGGESTED DEPRECIA- 
TION SCHEDULE. 
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